25X1A

——— ——

Approved For Release 2001/08/23 : CIA-RDP57-00384R000800040004-8

~ = CONFIDENTIAL —= A5 73

OGC HAS REVIEWED. 2l July 1951

25X1A

25X1A

25X1A

MEMORANDUM FOR: Deputy Director {Adminfetration)

3« Az 1 informed you crally, w8 have been engazed in a

4 f{icuit negotiation with the on & contract
for the precurercont of or cormuniecations,
The difficulties have arisen out donand for & 11,2%

profit factor in the fixedeprice gontrsct, as well as a price
redetermination clause on demonatration of increased copt.
hag asked for & 253 wward revision limltetion. The normel profiv
factor for sneh procurament is 107 with or without the upward
revision clause on increaged gost, and it sppeared that the

1 wer extremcly favorsble $o the conpany.

2, I 5 =y office hes investigated the situstion
thoroughly and feels that unlses we csn drop the procurenent with
entirely, we will probably have % &ccept their demands.
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According to Commmunications Division, dropping the precurensnt of
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this item and finding another producer would mesn months of delay
and failure %o moet thelr procurement schedule, If this is so,

the main interest in the cess may be for study %o eliminate sinmilay
gitvations in the future,

3+ Genarslly spsaking, there is no limit fixed by law in

Govermment procurenent for the profit factor in fixed-price contrscts,

but norsally 104 was regarded as the maximum for standard items.
In fact, the Signal Corps and the Navy sttempted to keep the profit
estinmate below 10% when the procursment ia not difficuld and requires
no wnugusl technical know-howe In the onse, the

desired is fairly complicated but is &4 & iten and W'
8ppeaT & proper profit factor for negotiation purposes., The 25%
wemrd revision cisuse is also somewhat hizgh, mt as production im
apread over two yekrs, it is net too unusual. Together, however; the
254 spread and the 11.2% est profit gives almost & guarantee

ke One reason chogen for procurenent was that they
have an which ie patented and which
is not, as far es Communiications Uivision knows, mede by any one
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elss, Consequently, discussions wi of gur requivements
have prococded for some time arnd to drop contract at this
point in order to try t0 find another producer would consume ab
Jeast several months and might not develop es satisimctory &
trensmitter. i@ may be faced, therofors, with what ls in effect
a sole source of muypply which can Iinsist on its own terus.

5, Tt should be noted that the Signal Corps has found itsels
in the seme situation and has do owr knowledge five contracts of
this type with one of which, we are infurmed, allowed
11.5% profit «ith an upward revision of 21% over 1 yeers. This
is = $13,000,000,00 contract and Signal Corps alone has at 1lssat
$32,,000,000.00 warth of progurangnt with with 2 113% cosb
faotor. 25X1A

S :: 2 reputeble and nediumesized producer whleh
was built almost entirsly on war-time Qovernment contracts. It is
finanelally stoble and currently has almost capecity orders from
the Government, It iz therefore in & very strong bargaining poglition.
Even Signel Corps with its large dollar value has been wable o
negotiate favorabla terms. Navy hss done somewhat better through
the fact that if it eannot get the terms it wishes, it will draw up
its own specifications and look for other mamfacturers. This requires
& very large and eompetent technical staff and ampls time in which %o
dsvelop & producers: .

T« It may well be *hat our only salution %o avoid simlilsy
situations is to incresse our sources of technical information and
occordinate them with a negotiating progedure that will ecnable us
to0 cover the production field more completely in an effort to
avoid baing faced with one source of supply which can set ils oun

ternss Even then, if the iz required snd 1
is completely controlled P ¥ there might ?25&&\
be no alternative to the single source of supply.

IAWRENCE R. HOUSTON
General Counsel
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